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LI NDA L. RUTHARDT, as she is
COW SSI ONER OF | NSURANCE of the
COVMONVEALTH OF MASSACHUSETTS,

Pl aintiff,
V.
TRUST | NSURANCE COVPANY and

TRUST ASSURANCE COVPANY,
Def endant s.
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PERVANENT RECEI VER' S STATUS REPORT

|, Linda L. Ruthardt, Conmm ssioner of |Insurance of the
Commonweal th of Massachusetts, in ny capacity as Permanent
Recei ver (the "Receiver") of Trust Insurance Conpany ("Trust
| nsurance") and Trust Assurance Conpany ("Trust Assurance")
(collectively, "the Conpanies"), hereby submt this status report
on the receivership of the Conpanies.

1. Staffing. As of January 31, 2002, the Conpani es had no
remai ni ng enpl oyees. | continue to utilize the services of
Anerican Patriot Goup Inc. ("APG')' and Associ ated | nsurance
Managenment Inc. ("AIM Inc.") to assist with the |iquidation
process. Presently, one senior APG manager spends part of each
day at the Conpanies' Taunton facility coordinating activities

wi th the guaranty funds, supervising the collection of assets and
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APG is a wholly owned subsidiary of Anerican Mitual Liability
| nsurance Conpany, in Liquidation ("AMLICO'). By virtue of ny
appoi ntnent as Pernmanent Receiver of AM.ICO | also control the
operations of APG



acting as the principal contact for nenbers of the public with
guestions concerning the Conpanies. Two other APG enpl oyees
provi de property managenent services and one provides claim
support service at the Taunton |l ocation.? Oher APG enpl oyees
support the Trust Insurance proof of claimprocess previously
approved by the Court, the collection of prem um and unear ned
commi ssi ons, subrogation recoveries and the adjustnent of Trust
Assurance cl ai ns. The Conpanies are charged for the services of
APG enpl oyees at cost. One AIM Inc. enployee is now involved to
assist with continuing Hunman Resource and ot her adm nistrative

i ssues. APG s 2001 charges for these services were approxi mately
$610, 000 and AIM Inc.'s $135,000. | have sought to keep

adm ni strative expenses at the | owest |evel possible,

particularly in light of the very limted |liquid assets within ny

control. Qur goal is for those expenses not to exceed investnent
i ncone.
2. Asset s.

(a) Negative Cash Flow. The Comnpani es have experienced

severely negative cash flow since the beginning of the

recei vership. The sale of bonds (in nost cases instrunments with
long ternms) has resulted in significant realized capital | osses.
Statutory Accounting Principles provide for insurers to record

t he val ue of investnent grade bonds at their face/anortized

anount so the nmarket value of a bond only inpacts the insurer's

2 These individuals were formerly enployees of Trust |nsurance

Wien the small nunber of Trust Insurance enployees nade it
i npossible to continue nedical insurance benefits, their Trust
| nsurance enpl oynent was term nated and they were enpl oyed by APG
at the sane salary rate



financi al statenent when the bond is sold or matures. Through
January 31, 2002, the realized | oss on bonds owned by Trust
| nsurance at Decenber 31, 1999 has been approxi mately $3.5
mllion. As of January 31, 2002, the unrealized | oss on the
remai ni ng Trust Insurance bonds was an additional approximately
$1.05 mllion.

(b) Evaluation of the Assets Wthin the Control of the

Receiver. As reflected on the attached Exhibit "A", Trust

| nsurance had |iquid assets under my control as Receiver of
approximately $7.5 mllion at January 31, 2002. (Liquid assets
under ny control as of Decenber 31, 2000 were approximately $6.1
mllion.) The Rhode Island ancillary receiver of Trust |Insurance
hol ds approximately $1.1 million froma special deposit, but

t here have been few Rhode Island clains. So too, New Hanpshire
officials hold $612, 000 from a speci al deposit, but there have
al so been very few New Hanpshire clains. | believe that it is
reasonabl e, based on the information presently available, to
anticipate a reversion of at least $1 nmillion fromthose
deposits. Exhibit "A" nets $511,000 fromliquid assets due to
out standi ng checks issued since May 1, 2000. Mbost of those
checks are now stale so it is reasonable to conclude that 75% of
t hat anount ($383,000) will be available for distribution to
creditors. At present an additional $5.6 mllion is being held
in escrow pending resolution of conpeting clains to assets
previously liquidated. Finally, as explained below | have
recently signed a termsheet for the sale of Trust Insurance's

corporate headquarters for $5 million. Therefore, based on ny



present projections, approximately $19.5 million may ultimtely
be available to distribute to creditors.

(c) Priority dains. Although the anticipated cost of the

I iquidation process (legal, accounting, actuarial, APG Al M

Inc.) is expected to be only a fraction of the liquid assets

not ed above, it is not possible, for the reasons described in
this Report, to presently predict whether the assets ultimtely
avai l able to the Receiver will be adequate to pay the full cost
of clainms previously afforded adm nistrative expense priority.

For that reason, as described in the Mtion of the Massachusetts
| nsurers Insolvency Fund ("M IF") dated Septenber 13, 2000 and ny
Status Report of July 20, 2001, | transferred the adm nistration
of all Trust Insurance clains occurring between February 10, 2000
and August 1, 2000 (the period when such clains were afforded an
adm ni strative expense priority) to MIF and its counterparts in
other states in Septenber, 2000. At the sane tinme, MIF assuned
responsibility for the return of unearned prem uns under al

Trust Insurance policies. Through Decenber 31, 2001, the
guaranty funds report approximately $4.5 mllion of |oss paynents
and approximately $7.1 nmillion of outstanding | oss reserves for
such priority clainms. The guaranty funds have al so paid Trust

| nsurance policyholders or reinbursed the Receiver approximately
$3.3 million for unearned prem um clainms through Decenber 31,
2001. Based upon these guaranty fund reports, it appears
approximately $15 million will be due for guaranty fund paynents
ascribed an adm nistrative expense priority.

3. Claim Processing. As noted above, MIF (and its

counterparts in other states) are now adjusting and payi ng
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"covered cl ainms" under policies of insurance issued by Trust

| nsurance. The various guaranty funds have reported the paynent
of approximately $21.1 million in Trust Insurance clains through
Decenber 31, 2001. Responsibility for adjusting and paying al

out standi ng cl ai ns under policies of insurance issued by Trust
Assurance was transitioned to APG effective February 1, 2001.

4. Proof of d ai mProcess. Pursuant to the Court's order

of August 6, 2001, notice was mailed to approxi mately 19, 700
potential Trust Insurance creditors. The deadline for the filing
of all Proofs of O aimagainst Trust |Insurance, pursuant to G L.
c. 175, 8180F, is August 6, 2002. Through February 27, 2002, 678
cl ai rs have been received but nore are expected to be filed by
August 6, 2002. | expect to file a notion for approval of a
proposed Plan of Liquidation for Trust Insurance in the near
future. The Plan should provide the procedural structure for the
determ nation of such clainms in a manner consistent with the
assets which are likely to be available to satisfy creditor
clainms--nanely, to defer (and not determ ne) clains below Class 1
unl ess such a deferred clai mwuld support a claimfor

rei nsurance.

5. Di sposition of real estate and ot her assets.

(a) Northwoods Property. As outlined in nmy previous

filings, Trust Insurance owned its corporate headquarters
property as well as forty-six acres of commercially zoned | and
(" Nort hwoods"), both located in Taunton, Mssachusetts. The
Court approved the sale of the Northwoods property, after an
extensive offering process, on August 23, 2001. The transaction
t hereafter closed yielding cash proceeds of approximtely $2.75
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mllion ($60,169 | ower than the value carried in the Decenber 31,
1999 Annual Statenent’). The proceeds were placed into escrow
pendi ng resol ution of the conpeting clains asserted by Trust
| nsurance's parent, Trust Goup Inc. ("G oup") and Fl eet Nationa
Bank, N. A ("Fleet").

(b) Corporate Headquarters. In October, 2000, | engaged CB

Richard Ellis/Whittier Partners to nmarket the corporate
headquarters property, which then conducted an offering process.
The val ue of the corporate headquarters carried in the 1999
Annual Statenment was $7.99 million. | have recently reached an
agreenent in principle for the sale of the corporate headquarters
for $5 million. CQur effort will now be to negotiate a purchase
and sal e agreenent for the corporate headquarters, which
agreenent will becone effective only upon approval by the Court
on notion by the Receiver.

(c) Trust Enterprise System By its order entered on

Cct ober 5, 2000, the Court approved a three year technol ogy

| icense and marketing agreenent with Anerican International
Technol ogy Enterprises, Inc. ("AITE'") for the Trust Enterprise
conputer systemin which Trust |nsurance had invested over $11
mllion. Pursuant to that agreenent, royalty paynents derived
fromthe licensing of the Trust Enterprise systemwere to be
partially allocated to AITE in order to anortize unpaid

devel opnment costs of the system Any royalties allocated to the

3 The Decenber 31, 1999 Trust |Insurance Annual Statenment was
prepared after the beginning of the Conpany's receivership using
the information then available from its records. Tr ust
| nsurance's last audited financial statenent was filed for the
period endi ng Decenber 31, 1997.



Conpani es were to be escrowed, pending resolution of the clains
asserted by Fleet and Group. To date, the marketing of the Trust
Enterprise system has not generated any royalty paynents, and due
to the passage of tine it is unlikely to do so in the future. At
Decenber 31, 1999, the value carried for this "asset" was $4. 96
mllion but its liquidation value appears to be $0.

d. Oher assets.

(i) Among the other assets which are continuing to be
mar shal ed are rei nsurance recoveries, claimsubrogation
recoveries, and unearned agents' conm ssions. Fromthe inception
of the proceedi ngs through January 31, 2002, $968, 000 of
rei nsurance, $23,568,000 of subrogation and $2, 495, 000 of
unearned agents' comm ssions have been recover ed.

(ii) Prior to the beginning of the receivership, Trust
| nsurance asserted that its obligations to Cormonweal th
Aut onobi |l e Reinsurers ("CAR') should be substantially adjusted
due to paynents nade by autonobile insurers withdrawi ng from
Massachusetts. To this end Trust Insurance initiated litigation
agai nst CAR and the Comm ssioner of Insurance. For the reasons
described in ny COctober 22, 2001 notion, | sought the appointnent
of a Special Deputy Receiver to be responsible for addressing
such clainms. The Special Deputy Receiver has recently initiated
l[itigation in the Suffolk Superior Court against CAR and the
Conmi ssioner of Insurance with respect to this question. At this
point it is not possible to assess the value, if any, of such a
Trust | nsurance cl ai magai nst CAR

(iti) I amalso evaluating potential clains Trust |Insurance

may have agai nst ot hers.



6. Status of Trust Assurance Conpany. Trust |nsurance

owns all of the common stock of Trust Assurance. The Trust

| nsurance Decenber 31, 1999 Annual Statenent recorded the val ue
of Trust Assurance as approximately $7.3 mllion. Actual
experience during the runoff of Trust Assurance's obligations
denonstrates that its |oss reserves were substantially deficient.
A conparison of Trust Assurance's current case | o0ss reserves to
assets, reflects a favorabl e bal ance of less than $1 mllion.

Rei nsurance recoveries may add to that bal ance but it appears
unlikely that the net value of Trust Assurance to Trust |nsurance
wi || approach the value recorded in the 1999 Annual Statenent.

7. O her adjustnents to the 1999 Trust | nsurance Annual

Statenent. The Trust Insurance 1999 Annual Statenent reported a
prem um recei vabl e of $42.38 million. It now appears that the
actual prem umreceivable at Decenmber 31, 1999 was at |east $16
mllion less. Simlarly, the $2.5 nillion recorded as an

i nterconpany receivable has proven to be $0. On the Liability
side of the balance sheet, | will continue to nonitor guaranty
fund | oss experience in order to evaluate the adequacy of Trust

| nsurance's pre-receivership | oss reserves.

10. Summary. The negative adjustnents to Trust |nsurance's
Decenber 31, 1999 financial statement detailed above total $36.3
mllion. Fleet and possibly Goup will assert clains to certain
of the Trust Insurance assets. | intend to attenpt to resol ve
t hose i ssues through negotiation but if unsuccessful, they wll
need to be presented to the Court for determ nation. These
negati ve adjustnments described above, in conbination with the
clainms of Fleet and Group, create uncertainty whet her adequate
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assets will be available to fully reinburse creditor clains
previously provided with an adm nistrative expense priority.
Based upon ny experience as |Insurance Conmm ssioner for over eight
years and receiver of seven other insurance conpanies, | can
report that the affairs of Trust Insurance are uniquely
chal | engi ng, present exceptionally conplex issues, and confound
traditional prediction techniques. | therefore respectfully

mai ntain that the answers to the asset and liability valuation

i ssues descri bed above will only be provided by the passage of
time as the guaranty funds pay the clains and | amable to
convert assets to cash and resolve the conpeting clains to those

assets. Every effort is being nmade to do so as pronptly as

possi bl e.
Respectful 'y subm tted,
Li nda L. Ruthardt
Per manent Recei ver

Dat ed: March _ , 2002



